Proactive Tax Planning

Did You KX now

Your Holding Company can sell

Its subsidiaries tax free?

A participation exemption on capital gains tax (CGT) is
available to Irish resident companies on the disposal
of a shareholding interest if a number of conditions
are met. In this article we refer to the company whose
shares are being disposed of is referred to as the
‘investee company’ while the company making the
disposal is referred to as the ‘investor company’. This
relief can be very valuable to holding companies and
here we outline a number of the key conditions for
the participation exemption to apply to a disposal of
shares.

Shareholding requirement

The investor company (i.e. the holding company) must
hold at least 5% of the shares in the investee company
for a continuous period of at least 12 months at any
time within the two years prior to the disposal. The
investor company should be entitled to at least 5% of
the profits available for distribution to equity holders
in the investee company and be beneficially entitled
to at least 5% of the assets of the investee company
available for distribution to equity holders.

If the Irish holding company is unable to meet the
minimum holding requirement but is a member of a
group (thatis,a parent company and its 51% worldwide
subsidiaries), the gain arising on the disposal should
still be exempt if the holding requirement can be met
by including holdings of other members of the group.
Thus, the Irish company may be exempt from capital
gains tax on a disposal of shares even if it does not
directly hold a significant shareholding.

Residence requirement

The investee company must be tax resident in either
an EU member state (including Ireland) or in a country
with which Ireland has a Double Taxation Agreement.

Trading requirement

The investee company’s business must consist wholly
or mainly of the carrying on of a trade or trades,
or in the case of group the activities of the group
companies taken together as a whole consists wholly
or mainly of carrying on a trade or trades.

Wholly or mainly trading definition:

The Irish tax legislation does not define what is meant
by “wholly or mainly” carrying on a trade. Revenue
have stated that “wholly or mainly” means greater
than 50% and that the primary tests to be applied are
to net trading profits and net trading assets. Other
matters, including the amount of employee time
being devoted to the trading activity may also be
relevant.
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The exemption may apply to a disposal of assets
related to shares, such as options and convertible
debt, but will not apply to the disposal of either
shares or related assets that derive the greater part
of their value from Irish real property or Irish situated
minerals or mining rights or on the disposal of shares
that derive their value or the greater part of their value
from exploration and exploitation rights of the sea
bed and subsoil in the State or the Continental Shelf.
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Other points to note

In assessing whether the exemption conditions are
met, it should be noted that

The Participation Exemption appliesautomatically
if relevant conditions for the relief are met;

If a loss is incurred by an investor company and
the conditions for the exemption are met, then
there is no relief for the loss on the basis that had
there been a gain, it would not be taxable;

The investor company does not need to hold its
entire shareholding for the minimum period of 12
months, the disposal of shares will be exempt so
long as it hold 5% of the shares for that period,;

The investor company does not need to dispose of
itsentireshareholdingtoobtainthetaxexemption,
once the prescribed holding requirements are
met, the gain arising on any piecemeal disposal
will be exempt;

On liquidation, a liability to CGT may arise on the
disposal of assets by the liquidator. However, gains
and losses that arise on liquidation are deemed to
be gains or losses of the company. As such, the
exemption from CGT on a disposal should also
apply where the necessary conditions are met
and provided the company is wholly or mainly
carrying on a trade up to the point of liquidation.

Disclaimer: The information provided in this document should only be used as a guide and does not constitute formal professional advice. No action

or inaction should be taken on the basis of this document unless this has been the subject of independent professional advice. All information

and taxation rules are subject to change without notice. No liability whatsoever is accepted for any action taken in reliance on the information in

this article. We would recommend that professional advice is sought on a case by case basis. Please note that we are not legal advisers, therefore

independent legal advice should be sought.

Any questions?

Get in touch
today!




Proactive Tax Planning

our Services

We are passionate about delivering proactive and

practical tax advice to SMEs and their owners.

Our areas of specialism include:

- Retirement and Estate Planning
- Business Succession
- Corporate restructuring and business reorganisation
- Tax Efficient Remuneration Plans for employees
- VAT (including VAT on Property)
- Property transactions
- Gift and Inheritance tax planning

- Domicile planning and the remittance Basis of taxation
for individuals moving to or from Ireland

Why Choose Us

Client service is at the heart of what we do. By working with Taxkey, you will be confident that we are
delivering bespoke tax advice tailored to your needs. We work with our clients to plan their affairs ensuring
tax efficiencies are achieved and relief's maximised.

Our fee structure is transparent and our effective communication ensures that your needs are always the
focus of our service.

We frequently partner with accountants, legal and financial advisors to develop holistic solutions for
clients.

Disclaimer: The information provided in this document should only be used as a guide and does not constitute formal professional advice. No action
or inaction should be taken on the basis of this document unless this has been the subject of independent professional advice. All information
and taxation rules are subject to change without notice. No liability whatsoever is accepted for any action taken in reliance on the information in
this article. We would recommend that professional advice is sought on a case by case basis. Please note that we are not legal advisers, therefore

independent legal advice should be sought.

Contact Us Any questions?

@ Assaroe, Moone, Athy. Co Kildare, R14 NH31
info@taxkey.ie /+353 87 1035365

Get in touch
today!

@ www.taxkey.ie




